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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains certain forward-looking statements, within the meaning of Section 27A of
the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, as amended, and information
pertaining to us, our industry and the oil and natural gas industry that is based on the beliefs of our management, as

well as assumptions made by and information currently available to our management. All statements, other than
statements of historical facts contained in this Annual Report on Form 10-K, including statements regarding our future
financial position, growth strategy, budgets, projected costs, plans and objectives of management for future

operations, are forward-looking statements. We use the words “may,” “will,” “expect,” “anticipate,” “estimate,” “believe,’
“continue,” “intend,” “plan,” “budget” and other similar words to identify forward-looking statements. You should read
statements that contain these words carefully and should not place undue reliance on these statements because they
discuss future expectations, contain projections of results of operations or of our financial condition and/or state other
“forward-looking” information. We do not undertake any obligation to update or revise publicly any forward-looking
statements. Although we believe our expectations reflected in these forward-looking statements are based on
reasonable assumptions, no assurance can be given that these expectations or assumptions will prove to have been
correct. Important factors that could cause actual results to differ materially from the expectations reflected in the
forward-looking statements include, but are not limited to, the following factors and the other factors described in this
Annual Report on Form 10-K under the caption “Risk Factors™:

99 ¢ >

conditions in the oil and natural gas industry, including the supply and demand for natural gas and wide fluctuations
and possible prolonged depression in the prices of oil and natural gas;

economic challenges presently faced by our customers in the oil and natural gas business that, in turn, could adversely
affect our sales, rentals and collectability of our accounts receivable;

regulation or prohibition of new well completion techniques;

competition among the various providers of compression services and products;

changes in safety, health and environmental regulations;

changes in economic or political conditions in the markets in which we operate;

failure of our customers to continue to rent equipment after expiration of the primary rental term;

the inherent risks associated with our operations, such as equipment defects, malfunctions and natural disasters;

our inability to comply with covenants in our debt agreements and the decreased financial flexibility associated with
our debt;

future capital requirements and availability of financing;

fabrication and manufacturing costs;

eeneral economic conditions;

acts of terrorism; and

{luctuations in interest rates.

We believe that it is important to communicate our expectations of future performance to our investors. However,
events may occur in the future that we are unable to accurately predict or that we are unable to control. When
considering our forward-looking statements, you should keep in mind the risk factors and other cautionary statements
in this Annual Report on Form 10-K.

ii
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PART I
ITEM 1. BUSINESS

Unless the context otherwise requires, references in this Annual Report on Form 10-K to “Natural Gas Services Group,”

the “Company”, “we,” “us,” “our” or “ours” refer to Natural Gas Services Group, Inc. Certain specialized terms used in
describing our natural gas compressor business are defined in "Glossary of Industry Terms" on page 8.

The Company

We are a leading provider of small to medium horsepower compression equipment to the natural gas industry, with an
emerging position in the large horsepower market. We focus primarily on the non-conventional natural gas and oil
production business in the United States (such as coal bed methane, gas shale, tight gas and oil shales), which,
according to data from the Energy Information Administration ("EIA"), is the single largest and fastest growing
segment of U.S. hydrocarbon production. We manufacture, fabricate and rent natural gas compressors that enhance
the production of natural gas wells and provide maintenance services for those compressors. In addition, we sell
custom fabricated natural gas compressors to meet customer specifications dictated by well pressures, production
characteristics and particular applications. We also manufacture and sell flare systems for oil and gas plant and
production facilities.

The vast majority of our rental operations are in non-conventional natural gas and oil regions, which typically have
lower initial reservoir pressures, lower production pressures and/or faster well decline rates. These areas usually
require compression to be installed sooner and with greater frequency.

Natural gas compressors are used in a number of applications for the production and enhancement of gas wells and in
gas transportation lines and processing plants. Compression equipment is often required to boost a well’s production
to economically viable levels and to enable gas to continue to flow in the pipeline to its destination.

Our revenue decreased to $67.7 million from $71.7 million for the year ended December 31, 2017 compared to the
year ended December 31, 2016. Net income for the year ended December 31, 2017 increased to $19.9 million ($1.51
per diluted share), includes a net income tax benefit of approximately $18.4 million due to a reduction in corporate
income tax rates (see Note 7 to our Consolidated Financial Statements for further information), as compared to $6.5
million ($0.50 per diluted share) for the year ended December 31, 2016.

At December 31, 2017, current assets were $108.2 million, which included $69.2 million of cash and cash
equivalents. Current liabilities were $7.5 million, and the amount outstanding on our line of credit at December 31,
2017 was $417,000. Our stockholders' equity as of December 31, 2017 was $257.3 million.

See "Item 7, Management's Discussion and Analysis of Financial Condition and Results of Operations" for further
financial information.

We were incorporated in Colorado on December 17, 1998 and maintain our principal offices at 508 W. Wall St.,
Suite 550, Midland, Texas 79701 and our telephone number is (432) 262-2700.

Overview and Outlook

The market for compression equipment and services is substantially dependent on the condition of the natural gas and
oil industry. In particular, the willingness of natural gas and oil companies to make capital expenditures on
exploration, drilling and production of natural gas and oil in the U.S. The level of activity and capital expenditures
has generally been dependent upon the prevailing view of future gas and oil prices, which are influenced by numerous

7
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factors, including the level of supply or demand for natural gas and oil and the impact on price of natural gas and oil,
worldwide economic activity, interest rates and the cost of capital, environmental regulation, seasonal fluctuations and
weather patterns. Natural gas and oil prices and the level of production activity have historically been characterized
by significant volatility.

The steep decline in oil prices towards the end of 2014 resulted in capital budget cuts for many energy companies in
2015 and 2016. These budget reductions translated to fewer well completions and a softening of near-term demand for
compression. In the latter half of 2017, we began to see an increase in oil prices and activity, and we anticipate a
continuation of these increased prices and activity in E&P companies in 2018. See “Item 1 -- Business — Our Operating
Units” and “Business — Backlog” for more information.
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According to the U.S. Energy Information Administration (“EIA”), total consumption of oil in the United States
increased 1.0% while natural gas decreased 1.1% for the twelve months ended November 2017 compared to the same
period 2016. This follows a 0.3% and 1.6% increase in oil consumption and a 0.6% and 3.2% increase in natural gas
consumption in the periods from 2015 to 2016 and 2014 to 2015, respectively. EIA expects total oil and natural gas
consumption in the U.S. to increase in the U.S in 2018. While we anticipate long-term increased demand for oil and
natural gas, we expect our business to continue to experience pressure on revenues in 2018 due to the delayed impact
of an upturn on the compression business.

Long-Term Industry Trends

Natural gas prices historically have been volatile, and this volatility is expected to continue. Oil and natural gas are
linked commodities with many drilling projects producing both products. The sustained oil price collapse that began
towards the end of 2014 has made some of those drilling projects uneconomic. Uncertainty continues to exist as to the
direction of future natural gas and near-term crude oil price and oil trends in the United States and worldwide. Over
the last several years gas prices have not shown the resiliency that crude oil prices have typically shown. Now crude
prices are beginning to show strength. We believe that natural gas is a more environmentally friendly source of
energy which is likely to result in increases in demand over time. Being primarily a provider of services and
equipment to natural gas producers, we are impacted by changes in natural gas, crude oil and condensate

prices. Longer term natural gas prices will be determined by the supply and demand for natural gas as well as the
prices of competing fuels, such as oil and coal. Prices for oil and natural gas will also be determined by the energy
strategies of the world's top producing companies.

We believe part of the growth of the rental compression capacity in the U.S. market has been driven by the trend
toward outsourcing by energy producers and processors. Renting does not require the purchaser to make large capital
expenditures for new equipment or to obtain financing through a lending institution. This allows the customer’s capital
to be used for additional exploration and production of natural gas and oil. Balance sheet pressure associated with low
energy prices could make renting an even more likely option, as overall producing activity begins to increase.

Notwithstanding the downturn in natural gas prices, we believe that there will continue to be a growing demand for
natural gas, in the long-term. We expect long-term demand for our products and services will increase as prices
recover as a result of:

the increasing demand for energy, both domestically and abroad;

continued non-conventional gas exploration and production;

environmental considerations which provide strong incentives to use natural gas in place of other carbon fuels;
the cost savings of using natural gas rather than electricity for heat generation;

tmplementation of international environmental and conservation laws;

the aging of producing natural gas reserves worldwide;

the extensive supply of undeveloped non-conventional natural gas reserves;

the increased drilling for shale oil and its associated gas production; and

the use of our equipment for gas lift on oil wells.

the increase in worldwide mobility of natural gas via LNG

Our Operating Units

We identify our operating units based upon major revenue sources as Gas Compressor Rental, Engineered Equipment
Sales, Service and Maintenance and Corporate.
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Gas Compressor Rental. Our rental business is primarily focused on non-conventional natural gas and oil
production. We provide rental of small to medium horsepower compression equipment, with an emerging position in
the large horsepower market, to customers under contracts typically having minimum initial terms of six to twenty
four months. Historically, in our experience, most customers retain the equipment beyond the expiration of the initial
term. At December 31, 2017, 32% of our rented compressors were under a lease term while the remainder were
leased on a month-to-month basis. By outsourcing their compression needs, we believe our customers are able to
increase their revenues by producing a higher volume of natural gas due to greater equipment run-time. Outsourcing
also allows our customers to reduce their compressor downtime, operating and

2
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maintenance costs and capital investments and more efficiently meet their changing compression needs. We maintain
and service compressor equipment rented to our customers.

The size, type and geographic diversity of our rental fleet enables us to provide our customers with a range of
compression units that can serve a wide variety of applications, and to select the correct equipment for the job, rather
than the customer trying to fit the job to its own equipment. We base our gas compressor rental rates on several
factors, including the cost and size of the equipment, the type and complexity of service desired by the customer, the
length of contract and the inclusion of any other services desired, such as installation, transportation and daily
operation.

As of December 31, 2017, we had 2,546 natural gas compressors in our rental fleet totaling 369,961 horsepower, as
compared to 2,530 natural gas compressors totaling 362,408 horsepower at December 31, 2016. As of December 31,
2017, we had 1,259 natural gas compressors totaling 184,382 horsepower rented to 87 customers, compared to 1,298
natural gas compressors totaling 186,328 horsepower rented to 79 customers at December 31, 2016. As of
December 31, 2017, the utilization rate of our rental fleet was 49.5% compared to 51.3% as of December 31, 2016.

Engineered Equipment Sales. This operating unit includes the following components:

Compressor fabrication. Fabrication involves the assembly of compressor components manufactured by us or other
vendors into compressor units that are ready for rental or sale. In addition to fabricating compressors for our rental
fleet, we engineer and fabricate natural gas compressors for sale to customers to meet their specifications based on
well pressure, production characteristics and the particular applications for which compression is sought.

Compressor manufacturing. We design and manufacture our own proprietary line of reciprocating compressor

frames, cylinders and parts known as our “CiP”, or Cylinder-in-Plane, product line. We use the finished components to
fabricate compressor units for our rental fleet or for sale to customers. We also sell finished components to other
fabricators.

Flare fabrication. We design, fabricate, sell, install and service flare stacks and related ignition and control devices
for the onshore and offshore incineration of gas compounds such as hydrogen sulfide, carbon dioxide, natural gas and
liquefied petroleum gases. Applications for this equipment are often environmentally and regulatory driven, and we
believe we are a leading supplier to this market.

Parts sales and compressor rebuilds. To provide customer support for our compressor and flare sales businesses, we
stock varying levels of replacement parts at our Midland, Texas facility and at field service locations. We also
provide an exchange and rebuild program for screw compressors and maintain an inventory of new and used
compressors to facilitate this part of our business.

Service and Maintenance. We service and maintain compressors owned by our customers on an “as needed”

basis. Natural gas compressors require routine maintenance and periodic refurbishing to prolong their useful

life. Routine maintenance includes physical and visual inspections and other parametric checks that indicate a change
in the condition of the compressors. We perform wear-particle analysis on all packages and perform overhauls on a
condition-based interval or a time-based schedule. Based on our past experience, these maintenance procedures
maximize component life and unit availability and minimize downtime.

Business Strategy

During the downturn in the economy beginning in late 2014, our strategy has been to reduce expenses in line with the
lower anticipated business activity, and fabricate compressor equipment only in direct response to market

11
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requirements. As the industry recovery has been slow, we will continue with this strategy. See “Item 7 — Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Our Performance Trends and Outlook" for

more information. Our long-term intentions to grow our revenue and profitability are based on the following business
strategies:

Expand rental fleet. We intend to prudently increase the size of our rental fleet by fabricating compressor units in
numbers that correspond to the growth of the market and in relation to market share gains we may experience. We
believe our growth will continue to be primarily driven through our placement of small to medium horsepower

wellhead natural gas compressors for non-conventional natural gas and oil production, with an emerging position in
the large horsepower market.

Geographic expansion. We will continue to consolidate our operations in existing areas, as well as pursue focused
expansion into new geographic regions as opportunities are identified. We presently provide our products and services

3
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to a customer base of oil and natural gas exploration and production companies operating in Colorado, Kansas,
Michigan, New Mexico, North Dakota, Ohio, Oklahoma, Pennsylvania, Texas, Utah, West Virginia and Wyoming.

Expand our ‘secondary’ product lines. In addition to our primary rental and engineered product business lines, we will
emphasize the growth of our other products, e.g., flares, CiP compressor products and general compressor
maintenance and repair services.

Selectively pursue acquisitions. We will continue to evaluate potential acquisitions, joint ventures and other
opportunities that could provide us with access to new markets or enhance our current market position.

Competitive Strengths

We believe our competitive strengths include:

Superior customer service. Our emphasis on the small to medium horsepower markets has enabled us to effectively
meet the evolving needs of our customers. We believe these markets have been under-serviced by our larger
competitors which, coupled with our personalized services and in-depth knowledge of our customers’ operating needs
and growth plans, have allowed us to enhance our relationships with existing customers as well as attract new
customers. The size, type and geographic diversity of our rental fleet enable us to provide customers with a range of
compression units that can serve a wide variety of applications. We are able to select the correct equipment for the
job, rather than the customer trying to fit its application to our equipment.

Diversified product line. Our compressors are available as high and low pressure rotary screw and reciprocating
packages. They are designed to meet a number of applications, including wellhead production, natural gas gathering,
natural gas transmission, vapor recovery and gas and plunger lift. In addition, our compressors can be built to handle
a variety of gas mixtures, including air, nitrogen, carbon dioxide, hydrogen sulfide and hydrocarbon gases. A
diversified compression product line helps us compete by being able to satisfy widely varying pressure, volume and
production conditions that customers encounter. Our "Flare King" product line provides flares and gas incineration
devices to the industry for production maintenance and environmental compliance.

Purpose-built rental compressors. Our rental compressor packages have been designed and built to address the
primary requirements of our customers in the producing regions in which we operate. Our units are compact in design
and are easy, quick and inexpensive to move, install and start-up. Our control systems are technically advanced and
allow the operator to start and stop our units remotely and/or in accordance with well conditions. We believe our
rental fleet is also one of the newest.

Experienced management team. On average, each of our executive and operating team members has over 30 years of
vilfield services industry experience. We believe our management team has successfully demonstrated its ability to
grow our business during times of expansion and to manage through downturns.

Broad geographic presence. We presently provide our products and services to a customer base of oil and natural gas
exploration and production companies operating in Colorado, Kansas, Michigan, New Mexico, North Dakota, Ohio,
Oklahoma, Pennsylvania, Texas, Utah, West Virginia and Wyoming. Our footprint allows us to service many of the
natural gas producing regions in the United States. We believe that operating in diverse geographic regions allows us
better utilization of our compressors, minimal incremental expenses, operating synergies, volume-based purchasing,
leveraged inventories and cross-trained personnel. We also sell engineered compression products to international
customers.

Long-standing customer relationships. We have developed long-standing relationships providing compression
equipment to many major and independent oil and natural gas companies. Our customers generally continue to rent
our compressors after the expiration of the initial terms of our rental agreements, which we believe reflects their
satisfaction with the reliability and performance of our services and products.

Major Customers

13
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Sales and rental income to Occidental Permian, LTD. ("Oxy") and Devon Energy Production, Inc. ("Devon") for the
year ended December 31, 2017 amounted to 20% and 15% of our revenue, respectively. Sales and rental income to
Devon and Oxy for the year ended December 31, 2016 amounted to 21% and 19% of our revenue, respectively. Sales
and rental income to Devon and Oxy for the year ended December 31, 2015 amounted to 21% and 10% of our
revenue. No other single customer accounted for more than 10% of our revenues in 2017, 2016 or 2015.

14
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Oxy amounted to 14% of our accounts receivables as of December 31, 2017. Oxy, APR Energy, LLC and BP America
Inc. amounted to 15%, 15% and 14% of our accounts receivable as of December 31, 2016. No other customers
amounted to more than 10% of our accounts receivable as of December 31, 2017 and 2016. The loss of any of the
above customers could have a material adverse effect on our business, financial condition, results of operations and
cash flows, depending upon the demand for our compressors at the time of such loss and our ability to attract new
customers.

Sales and Marketing

Our sales force pursues the rental and sales market for compressors and flare equipment and other services in their
respective territories. Additionally, our personnel coordinate with each other to develop relationships with customers
who operate in multiple regions. Our sales and marketing strategy is focused on communication with current
customers and potential customers through frequent direct contact, technical assistance, print literature, direct mail and
referrals. Our sales and marketing personnel coordinate with our operations personnel in order to promptly respond to
and address customer needs. Our overall sales and marketing efforts concentrate on demonstrating our commitment to
enhancing the customer’s cash flow through enhanced product design, fabrication, manufacturing, installation,
customer service and support.

Competition

We have a number of competitors in the natural gas compression segment, some of which have greater financial
resources. We believe that we compete effectively on the basis of price, customer service, including the ability to
place personnel in remote locations, flexibility in meeting customer needs, and quality and reliability of our
compressors and related services.

Compressor industry participants can achieve significant advantages through increased size and geographic
breadth. As the number of rental compressors in our rental fleet increases, the number of sales, support, and
maintenance personnel required and the minimum level of inventory do not increase proportionately.

Backlog

As of December 31, 2017, we had a sales backlog of approximately $7.8 million compared to $6.0 million as of
December 31, 2016. We are scheduled to fulfill the backlog primarily in the first half of 2018. Sales backlog consists
of firm customer orders for which a purchase or work order has been received, satisfactory credit or a financing
arrangement exists, and delivery is scheduled. In addition, the major components of our compressors are acquired
from suppliers through periodic purchase orders that in many instances require three or four months of lead time prior
to delivery of the order.

Employees

As of December 31, 2017, we had 235 total employees, none of which are represented by a labor union. We believe
we have good relations with our employees.

Liability and Other Insurance Coverage
Our equipment and services are provided to customers who are subject to hazards inherent in the oil and natural gas
industry, such as blowouts, explosions, craterings, fires, and oil spills. We maintain liability insurance that we believe

is customary in the industry and which includes environmental cleanup, but excludes product warranty insurance
because the majority of components on our compressor unit are covered by the manufacturers. We also maintain

15
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insurance with respect to our facilities. Based on our historical experience, we believe that our insurance coverage is
adequate. However, there is a risk that our insurance may not be sufficient to cover any particular loss or that
insurance may not cover all losses. In addition, insurance rates have in the past been subject to wide fluctuation, and
changes in coverage could result in less coverage, increases in cost or higher deductibles and retentions.

Government Regulation

All of our operations and facilities are subject to numerous federal, state, foreign and local laws, rules and regulations
related to various aspects of our business, including containment and disposal of hazardous materials, oilfield waste,
other waste materials and acids.

To date, we have not been required to expend significant resources in order to satisfy applicable environmental laws
and regulations. We do not anticipate any material capital expenditures for environmental control facilities or
extraordinary

5
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expenditures to comply with environmental rules and regulations in the foreseeable future. However, compliance
costs under existing laws or under any new requirements could become material and we could incur liabilities for
noncompliance.

Our business is generally affected by political developments and by federal, state, foreign and local laws and
regulations, which relate to the oil and natural gas industry. The adoption of laws and regulations affecting the oil and
natural gas industry for economic, environmental and other policy reasons could increase our costs and could have an
adverse effect on our operations. The state and federal environmental laws and regulations that currently apply to our
operations could become more stringent in the future.

We have utilized operating and disposal practices that were or are currently standard in the industry. However,
materials such as solvents, thinner, waste paint, waste oil, wash down waters and sandblast material may have been
disposed of or released in or under properties currently or formerly owned or operated by us or our predecessors. In
addition, some of these properties have been operated by third parties over whom we have no control either as to such
entities' treatment of materials or the manner in which such materials may have been disposed of or released.

The federal Comprehensive Environmental Response Compensation and Liability Act of 1980, commonly known as
CERCLA, and comparable state statutes impose strict liability on:

owners and operators of sites, and
persons who disposed of or arranged for the disposal of "hazardous substances" found at sites.

Waste Management and Disposal

The federal Resource Conservation and Recovery Act ("RCRA") and analogous state laws and their implementing
regulations govern the generation, transportation, treatment, storage and disposal of hazardous and non-hazardous
solid wastes. During the course of our operations, we generate wastes (including, but not limited to, used oil,
antifreeze, filters, paints, solvents and abrasive blasting materials) in quantities regulated under RCRA. The EPA and
various state agencies have limited the approved methods of disposal for these types of wastes. CERCLA and
analogous state laws and their implementing regulations impose strict, and under certain conditions, joint and several
liability without regard to fault or the legality of the original conduct on classes of persons who are considered to be
responsible for the release of a hazardous substance into the environment. These persons include current and past
owners and operators of the facility or disposal site where the release occurred and any company that transported,
disposed of, or arranged for the transport or disposal of the hazardous substances released at the site. Under CERCLA,
such persons may be subject to joint and several liability for the costs of cleaning up the hazardous substances that
have been released into the environment, for damages to natural resources and for the costs of certain health studies.
In addition, where contamination may be present, it is not uncommon for neighboring landowners and other third
parties to file claims for personal injury, property damage and recovery of response costs allegedly caused by
hazardous substances or other pollutants released into the environment.

We currently own or lease, and in the past have owned or leased, a number of properties that have been used in
support of our operations for a number of years. Although we have utilized operating and disposal practices that were
standard in the industry at the time, hydrocarbons, hazardous substances, or other regulated wastes may have been
disposed of or released on or under the properties owned or leased by us or on or under other locations where such
materials have been taken for disposal by companies sub-contracted by us. In addition, some of these properties may
have been previously owned or operated by third parties whose treatment and disposal or release of hydrocarbons,
hazardous substances or other regulated wastes was not under our control. These properties and the materials released
or disposed thereon may be subject to CERCLA, RCRA and analogous state laws. Under such laws, we could be
required to remove or remediate historical property contamination, or to perform certain operations to prevent future
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contamination. We are not currently under any order requiring that we undertake or pay for any cleanup activities.
However, we cannot provide any assurance that we will not receive any such order in the future.

The Clean Water Act ("CWA") and the Oil Pollution Act of 1990 and implementing regulations govern:

the prevention of discharges, including oil and produced water spills, and
diability for drainage into waters.

The CWA and analogous state laws impose restrictions and strict controls with respect to the discharge of pollutants,
including spills and leaks of oil and other substances, into waters of the United States. The discharge of pollutants into
regulated
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waters and wetlands is prohibited, except in accordance with the terms of a permit issued by the EPA or an analogous
state agency. The CWA also requires the development and implementation of spill prevention, control and
countermeasures to help prevent the contamination of navigable waters in the event of a petroleum hydrocarbon spill
or leak at hydrocarbon facilities. In addition, the CWA and analogous state laws require individual permits or
coverage under general permits for discharges of storm water runoff from certain types of facilities. Federal and state
regulatory agencies can impose administrative, civil and criminal penalties as well as other enforcement mechanisms
for non-compliance with discharge permits or other requirements of the CWA and analogous state laws and
regulations. Our compression operations do not generate process wastewaters that are discharged to waters of the U.S.
However, the operations of our customers may generate such wastewaters subject to the CWA. While it is the
responsibility of our customers to follow CWA regulations and obtain proper permits, violations of the CWA may
indirectly impact our operations in a negative manner.

Air Emissions

Our operations are also subject to federal, state, and local regulations. The Clean Air Act and implementing
regulations and comparable state laws and regulations regulate emissions of air pollutants from various industrial
sources and also impose various monitoring and reporting requirements, including requirements related to emissions
from certain stationary engines, such as those on our compressor units. These laws and regulations impose limits on
the levels of various substances that may be emitted into the atmosphere from our compressor units and require us to
meet more stringent air emission standards and install new emission control equipment on all of our engines built after
July 1, 2008.

For instance, in 2010, the U.S. Environmental Protection Agency (“EPA”) published new regulations under the CAA to
control emissions of hazardous air pollutants from existing stationary reciprocal internal combustion engines. In 2012,
the EPA proposed amendments to the final rule in response to several petitions for reconsideration, which were
finalized and became effective in 2013. The rule requires us to undertake certain expenditures and activities, including
purchasing and installing emissions control equipment on certain compressor engines and/or purchasing certified
engines from complaint manufacturers.

In recent years, the EPA has lowered the National Ambient Air Quality Standard (“NAAQs”) for several air pollutants.
For example, in 2013, the EPA lowered the annual standard for fine particulate matter from 15 to 12 micrograms per
cubic meter. In 2015, the EPA published the final rule strengthening the standards for ground level ozone, and the
states are expected to establish revised attainment/non-attainment regions. State implementation of the revised
NAAQS could result in stricter permitting requirements, delay or prohibit our customers’ ability to obtain such
permits, and result in increased expenditures for pollution control equipment, which could negatively impact our
customers’ operations by increasing the cost of additions to equipment, and negatively impact our business.

In 2012, the EPA finalized rules that establish new air emission controls for oil and natural gas production and natural
gas processing operations. Specifically, the EPA’s rule package included New Source Performance Standards to
address emissions of sulfur dioxide and volatile organic compounds (“VOCs”) and a separate set of emission standards
to address hazardous air pollutants frequently associated with oil and natural gas production and processing activities.
The rules established specific new requirements regarding emissions from compressors and controllers at natural gas
processing plants, dehydrators, storage tanks and other production equipment as well as the first federal air standards
for natural gas wells that are hydraulically fractured. The EPA has taken a number of steps to amend or expand on
these regulations since 2012. For example, in June 2016, the EPA published New Source Performance Standards that
require certain new, modified or reconstructed facilities in the oil and natural gas sector to reduce methane gas and
VOC emissions. However, in a March 2017 executive order, President Trump directed the EPA to review the 2016
regulations and, if appropriate, to initiate a rulemaking to rescind or revise them consistent with the stated policy of
promoting clean and safe development of the nation’s energy resources, while at the same time avoiding regulatory
burdens that unnecessarily encumber energy production. On June 16, 2017, the EPA published a proposed rule to stay
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for two years certain requirements of the 2016 regulations, including fugitive emission requirements.

We believe that our existing environmental control procedures are adequate and that we are in substantial compliance
with environmental laws and regulations, and the phasing in of emission controls and other known regulatory
requirements should not have a material adverse affect on our financial condition or operational results. However, it
is possible that future developments, such as new or increasingly strict requirements and environmental laws and
enforcement policies there under, could lead to material costs of environmental compliance by us. While we may be
able to pass on the additional cost of complying with such laws to our customers, there can be no assurance that
attempts to do so will be successful. Some risk of environmental liability and other costs are inherent in the nature of
our business, however, and there can be no assurance that environmental costs will not rise.

To the extent that new laws or other governmental actions restrict the energy industry or impose additional
environmental protection requirements that result in increased costs to the oil and gas industry, we could be adversely

affected. We cannot
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determine to what extent our future operations and earnings may be affected by new legislation, new regulations or
changes in existing regulations.

Occupational Safety and Health

We are subject to the requirements of Occupational Safety and Health Administration ("OSHA") and comparable state
statutes. These laws and the implementing regulations strictly govern the protection of the health and safety of
employees. The OSHA hazard communication standard, the EPA community right-to-know regulations under Title I1I
of CERCLA, and similar state statutes require that we maintain and/or disclose information about hazardous materials
used or produced in our operations. We believe that we are in compliance with these applicable requirements and with
other comparable laws.

Patents, Trademarks and Other Intellectual Property

We believe that the success of our business depends more on the technical competence, creativity and marketing
abilities of our employees than on any individual patent, trademark, or copyright. Nevertheless, as part of our ongoing
research, development and manufacturing activities, we may seek patents when appropriate on inventions concerning
new products and product improvements. We do not own any unexpired patents. Although we continue to use
technology that was previously covered by a patent and consider it useful in certain applications, we do not consider
the expired patent to be material to our business as a whole.

Suppliers and Raw Materials

Fabrication of our rental compressors involves the purchase by us of engines, compressors, coolers and other
components, and the assembly of these components on skids for delivery to customer locations. These major
components of our compressors are acquired through periodic purchase orders placed with third-party suppliers on an
"as needed" basis, which typically requires a three to four month lead time with delivery dates scheduled to coincide
with our estimated production schedules. Although we do not have formal continuing supply contracts with any
major supplier, we believe we have adequate alternative sources available. In the past, we have not experienced any
sudden and dramatic increases in the prices of the major components for our compressors. However, the occurrence
of such an event could have a material adverse effect on the results of our operations and financial condition,
particularly if we are unable to increase our rental rates and sale prices proportionate to any such component price
increases.

Available Information

We use our website as a channel of distribution for Company information. We make available free of charge on the
Investor Relations section of our website ( www.ngsgi.com ) our Annual Report on Form 10-K, Quarterly Reports on
Form 10-Q, and Current Reports on Form 8-K. We also make available through our website other reports filed with
or furnished to the SEC under the Securities Exchange Act of 1934, as amended, including our proxy statements and
reports filed by officers and directors under Section 16(a) of the Exchange Act, as well as our Code of Business Ethics
and the charters to our various Committees of our Board of Directors. Paper copies of our filings are also available,
without charge upon written request, at Natural Gas Services Group, Inc., 508 West Wall Street, Suite 550, Midland,
Texas 79701. The information contained on our website is not part of this Report.

Glossary of Industry Terms
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"CiP" - A branded, proprietary gas compressor product line designed, manufactured and packaged by the Company.
The 'Cylinder in Plane' design results in a compact and vibration-free compressor unit that particularly lends itself to
unconventional wellhead applications, air compression and compressed natural gas requirements.

"coal bed methane" — A natural gas generated during coal formation and provided from coal seams or adjacent
sandstones.

"flare" — A tall stack equipped with burners used as a safety device at wellheads, refining facilities, gas processing
plants, and chemical plants. Flares are used for the combustion and disposal of combustible gases. The gases are piped
to a remote, usually elevated, location and burned in an open flame in the open air using a specially designed burner
tip, auxiliary fuel, and steam or air. Combustible gases are flared most often due to emergency relief, overpressure,
process upsets, startups, shutdowns, and other operational safety reasons. Natural gas that is uneconomical for sale is
also flared. Often natural gas is flared as a result of the unavailability of a method for transporting such gas to markets.
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"gas lift" — A production enhancement technique whereby natural gas is injected into an oil well to increase/improve
the oil production.

"gas shale" — Fine grained rocks where the predominant gas storage mechanism is absorption and gas is stored in
volumes that are potentially economic.

"oil shale" — Also referred to as tight oil, is petroleum that consists of light crude oil contained in petroleum-bearing
formations of low-permeability, often shale or tight sandstone.

"reciprocating compressors" — A reciprocating compressor is a type of compressor which compresses vapor by using a
piston in a cylinder and a back-and-forth motion.

"screw compressors” — A type of compressor used in low-pressure and vapor compression applications where two
intermesh rotors create pockets of continuously decreasing volume, in which the gas is compressed and its pressure is
increased.

"tight gas" — A gas bearing sandstone or carbonate matrix (which may or may not contain natural fractures) which
exhibits a low-permeability (tight) reservoir.

ITEM 1A. RISK FACTORS

You should carefully consider the following risks associated with owning our common stock. Although the risks
described below are the risks that we believe are material, they are not the only risks relating to our industry, our
business and our common stock. Additional risks and uncertainties, including those that we have not yet identified or
that we currently believe are immaterial, may also adversely affect our business, financial condition or results of
operations.

Risks Associated With Our Industry
Adverse macroeconomic and business conditions may significantly and negatively affect our results of operations.

Economic conditions in the United States and abroad have, and will likely continue to, affect our revenue and
profitability. The condition of domestic and global financial markets, continued low natural gas and oil prices, and the
potential for disruption and illiquidity in the credit markets could have an adverse effect on our operating results and
financial condition, and if sustained for an extended period, such adverse effects could become

significant. Uncertainty and turmoil in the credit markets may negatively impact the ability of our customers to
finance purchases of our products and services and could result in a decrease in, or cancellation of, orders included in
our backlog or adversely affect the collectability of our receivables. If the availability of credit to our customers is
reduced, they may reduce their drilling and production expenditures, thereby decreasing demand for our products and
services, which could have a negative impact on our financial condition. A prolonged period of depressed prices for
gas and oil would likely result in delays or cancellation of projects by our customers, reducing the demand for our
products and services.

Decreased oil and natural gas prices and oil and gas industry expenditure levels adversely affect our revenue.

Our revenue is derived primarily from expenditures in the oil and natural gas industry, which, in turn, are based on
budgets to explore for, develop and produce oil and natural gas. When these expenditures decline, as they have during
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the past several years, our revenue will suffer. The industry’s willingness to explore for, develop and produce oil and
natural gas depends largely upon the prevailing view of future oil and natural gas prices. Prices for oil and natural gas
historically have been, and are likely to continue to be, highly volatile. Many factors affect the supply and demand for
oil and natural gas and, therefore, influence oil and natural gas prices, including:

the level of oil and natural gas production;

the level of oil and natural gas inventories;

domestic and worldwide demand for oil and natural gas;
the expected cost of developing new reserves;

the cost of producing oil and natural gas;
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the level of drilling and completions activity;

tnclement weather;

domestic and worldwide economic activity;

regulatory and other federal and state requirements in the United States;
the ability of the Organization of Petroleum Exporting Countries, national oil companies and other large producers to
set and maintain production levels and prices for oil;

political conditions in or affecting oil and natural gas producing countries;
terrorist activities in the United States and elsewhere;

the cost of developing alternate energy sources;

environmental regulation; and

tax policies.

Depending on the market prices of oil and natural gas, companies exploring for oil and natural gas may cancel or
curtail their drilling programs, thereby reducing demand for our equipment and services. Our rental contracts are
generally short-term, and oil and natural gas companies tend to respond quickly to upward or downward changes in
prices. Any prolonged reduction in drilling and production activities historically has materially eroded both pricing
and utilization rates for our equipment and services and adversely affects our financial results. As a result, we may
suffer losses, be unable to make necessary capital expenditures and be unable to meet our financial obligations.

The intense competition in our industry could result in reduced profitability and loss of market share for us.

We compete with the oil and natural gas industry’s largest equipment and service providers who have greater name
recognition than we do. These companies also have substantially greater financial resources, larger operations and
greater budgets for marketing, research and development than we do. They may be better able to compete because of
their broader geographic dispersion and ability to take advantage of international opportunities, the greater number of
compressors in their fleet or their product and service diversity. As a result, we could lose customers and market
share to those competitors. These companies may also be better positioned than us to successfully endure downturns
in the oil and natural gas industry.

Our operations may be adversely affected if our current competitors or new market entrants introduce new products or
services with better prices, features, performance or other competitive characteristics than our products and

services. Competitive pressures or other factors also may result in significant price competition that could harm our
revenue and our business. Additionally, we may face competition in our efforts to acquire other businesses.

Our industry is highly cyclical, and our results of operations may be volatile.

Our industry is highly cyclical, with periods of high demand and high pricing followed by periods of low demand and
low pricing. Periods of low demand intensify the competition in the industry and often result in rental equipment
being idle for long periods of time. We have been required to enter into lower rate rental contracts in response to
market conditions and our rentals and sales revenue have decreased as a result of such conditions. Due to the
short-term nature of most of our rental contracts, changes in market conditions can quickly affect our business. As a
result of the cyclicality of our industry, we anticipate results of operations will be volatile in the future.

Increased regulation or ban of current fracturing techniques could reduce demand for our compressors.
From time to time, for example, legislation has been proposed in Congress to amend the federal Safe Drinking Water
Act (“SDWA”) to require federal permitting of hydraulic fracturing and the disclosure of chemicals used in the

hydraulic fracturing process. Further, the EPA completed a study finding that hydraulic fracturing could potentially
harm drinking water resources under adverse circumstances such as injection directly into groundwater or into

25



Edgar Filing: NATURAL GAS SERVICES GROUP INC - Form 10-K

production wells lacking mechanical integrity. Further, legislation to amend the SDWA to repeal the exemption for
hydraulic fracturing (except when diesel fuels are used) from the definition of “underground injection” and require
federal permitting and regulatory control of hydraulic fracturing, as well as legislative proposals to require disclosure
of the chemical constituents of the fluids used in the fracturing process, have been proposed in recent sessions of
Congress. Several states and local jurisdictions also have adopted or are considering adopting regulations that could
restrict or prohibit hydraulic fracturing in certain circumstances, impose more stringent operating standards and/or
require the disclosure of the composition of hydraulic fracturing fluids.
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More recently, federal and state governments have begun investigating whether the disposal of produced water into
underground injection wells has caused increased seismic activity in certain areas. The results of these studies could
lead federal and state governments and agencies to develop and implement additional regulations.

A ban of hydraulic fracing would likely halt some projects, including unconventional projects, at least temporarily.
Expanded regulations are likely to introduce a period of uncertainty as companies determine ways to proceed. Any
curtailment could result in a reduction of demand for our compressors, potentially affecting both sales and rentals of
our units.

We are subject to extensive environmental laws and regulations that could require us to take costly compliance actions
that could harm our financial condition.

Our fabrication and maintenance operations are significantly affected by stringent and complex federal, state and local
laws and regulations governing the discharge of substances into the environment or otherwise relating to
environmental protection. In these operations, we generate and manage hazardous wastes such as solvents, thinner,
waste paint, waste oil, wash down wastes, and sandblast material. We attempt to use generally accepted operating and
disposal practices and, with respect to acquisitions, will attempt to identify and assess whether there is any
environmental risk before completing an acquisition. Based on the nature of the industry, however, hydrocarbons or
other wastes may have been disposed of or released on or under properties owned or leased by us or on or under other
locations where such wastes have been taken for disposal. The waste on these properties may be subject to federal or
state environmental laws that could require us to remove the wastes or remediate sites where they have been

released. We could be exposed to liability for cleanup costs, natural resource and other damages as a result of our
conduct or the conduct of, or conditions caused by, prior owners, lessees or other third parties. Environmental laws
and regulations have changed in the past, and they are likely to change in the future. If current existing regulatory
requirements or enforcement policies change, we may be required to make significant unanticipated capital and
operating expenditures.

Any failure by us to comply with applicable environmental laws and regulations may result in governmental
authorities taking actions against our business that could harm our operations and financial condition, including the:
tssuance of administrative, civil and criminal penalties;

denial or revocation of permits or other authorizations;

reduction or cessation in operations; and

performance of site investigatory, remedial or other corrective actions.

Risks Associated With Our Company

As of December 31, 2017, a majority of our compressor rentals were for terms of six months or less which, if
terminated or not renewed, would adversely impact our revenue and our ability to recover our initial equipment costs.

The length of our compressor rental agreements with our customers varies based on customer needs, equipment
configurations and geographic area. In most cases, under currently prevailing rental rates, the initial rental periods are
not long enough to enable us to fully recoup the average cost of acquiring or fabricating the equipment. We cannot be
sure that a substantial number of our customers will continue to renew their rental agreements or that we will be able
to re-rent the equipment to new customers or that any renewals or re-rentals will be at comparable rental rates. The
inability to timely renew or re-rent a substantial portion of our compressor rental fleet has and will have a material
adverse effect upon our business, financial condition, results of operations and cash flows.

We could be subject to substantial liability claims that could harm our financial condition.
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Our products are used in production applications where an accident or a failure of a product can cause personal injury,
loss of life, damage to property, equipment or the environment, or suspension of operations. While we maintain
insurance coverage, we face the following risks under our insurance coverage:

we may not be able to continue to obtain insurance on commercially reasonable terms;
we may be faced with types of liabilities that will not be covered by our insurance, such as damages from significant
product liabilities and from environmental contamination;
the dollar amount of any liabilities may exceed our policy limits; and
we do not maintain coverage against the risk of interruption of our
business.
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Any claims made under our policies will likely cause our premiums to increase. Any future damages caused by our
products or services that are not covered by insurance, are in excess of policy limits or are subject to substantial
deductibles, would reduce our earnings and our cash available for operations.

The loss of one or more of our current customers could adversely affect our results of operations.

Our business is dependent not only on securing new customers but also on maintaining current customers. We had two
customers that accounted for an aggregate of approximately 35% of our revenue for the year ended December 31,
2017, and two customers that accounted for an aggregate of approximately 40% of our revenue for the year ended
December 31, 2016. At December 31, 2017, one customer accounted for an aggregate of 14% of our accounts
receivable. Unless we are able to retain our existing customers, or secure new customers if we lose one or more of our
significant customers, our revenue and results of operations would be adversely affected. In addition, the default on
payments by one or more of these significant customers may negatively impact our cash flow and current assets.

Loss of key members of our management could adversely affect our business.

In keeping with our streamlined approach to our business, our executive management team consists of three officers:
our (i) Chief Executive Officer, (ii) Chief Financial Officer and (iii) Vice President of Technical Services. We depend
on the continued employment and performance of these three key members of our executive management team. In
particular, we are significantly reliant upon the leadership and guidance of Stephen C. Taylor, who has been our
President, Chief Executive Officer and Board member since 2004. In addition to his management duties, Mr. Taylor
has been instrumental in our communications and standing with the investment community. If any of our key
executives resign or become unable to continue in his present role and is not adequately replaced, our business
operations could be materially adversely affected. We do not carry any key-man insurance on any of our officers or
directors.

The erosion of the financial condition of our customers could adversely affect our business.

Many of our customers finance their exploration and development activities through cash flow from operations, the
incurrence of debt or the issuance of equity. During times when the oil or natural gas markets weaken, our customers
are more likely to experience a downturn in their financial condition. Many of our customers’ equity values and
liquidity substantially declined during the most recent fall in oil and natural gas prices, and in some cases access to
capital markets may be an unreliable source of financing for some customers. The combination of a reduction in cash
flow resulting from declines in commodity prices, a reduction in borrowing bases under reserve-based credit facilities
and the lack of availability of debt or equity financing may result in flat or moderate growth in our customers’
spending for our products and services in 2018. For example, our customers could seek to preserve capital by
canceling month-to-month contracts, canceling or delaying scheduled maintenance of their existing natural gas
compression equipment or determining not to enter into any new natural gas compression service contracts or
purchase new compression equipment.

We might be unable to employ qualified technical personnel, which could hamper our present operations or increase
our costs.
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Many of the compressors that we sell or rent are mechanically complex and often must perform in harsh

conditions. We believe that our success depends upon our ability to employ and retain a sufficient number of
technical personnel who have the ability to design, utilize, enhance and maintain these compressors. Our ability to
expand our operations depends in part on our ability to increase our skilled labor force. The demand for skilled
workers is high, and supply is limited. A significant increase in the wages paid by competing employers could result
in a reduction of our skilled labor force or cause an increase in the wage rates that we must pay or both. If either of
these events were to occur, our cost structure could increase and our operations and growth potential could be
impaired.

We may require a substantial amount of capital to expand our compressor rental fleet and grow our business.
During 2018, the amount we will spend on capital expenditures related to rental compression equipment will be
determined primarily by the activity of our customers. The amount and timing of any of these capital expenditures

may vary depending on a variety of factors, including the level of a